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achieved significant improvement in
student to teacher ratios. In addition to
decreasing class sizes, districts re-
stored courses such as art, music and
other enrichment opportunities for stu-
dents. Although there has been a sub-
stantial reinvestment in textbooks and
other educational supplies, only 6 of
18 districts had met the foundation
budget spending for this category. The
foundation budget is a target, not a
requirement.

To establish a more responsive, profes-
sional cadre of principals who would
focus on the results of student per-
formance, the Education Reform Act
removed principals from collective bar-

gaining units. Superintendents have
been notably loath to exercise this
power to vary compensation and con-
tract terms for individual principals
based on performance. There are sev-
eral reasons behind superintendents’
failure to utilize this tool including the
additional work required to establish
differentiated contracts, the necessity
of strong evaluation systems and the
courage to implement unpopular
change. Nearly all schools have cre-
ated school improvement plans but
many plans do not address student
performance or test results.

Both state and national studies have
demonstrated that students in the
United States do not attend school to
the same extent as students in other
countries on either a daily or an annual
basis. One goal of the Education Re-
form Act is to make Massachusetts’

Frederick A. Laskey, Commissioner
Joseph J. Chessey, Jr., Deputy Commissioner

Massachusetts’s cumulative state in-
vestment in K–12 education under
Chapter 70 for the 1994–2000 period
amounts to $14.6 billion. The Educa-
tion Management Accountability Board
(EMAB), established by the governor
in 1997 to monitor progress under Ed-
ucation Reform, has reviewed and ac-
cepted audits of 18 school districts:
Auburn, Braintree, Brockton, Cam-
bridge, East Longmeadow, Everett,
Gardner, Lexington, Lowell, Malden,
Milton, New Bedford, North Attlebor-
ough, North Reading, Salem, Triton Re-
gional, Woburn and Worcester. These
districts represent approximately 14
percent of the state’s total foundation
enrollment and 14 percent of net
school spending in Fiscal Year 1998. A
team of auditors from the Department
of Revenue’s Division of Local Serv-
ices, working in conjunction with the
Department of Education (DOE), per-
formed the audits.

How has the money been spent?
Salary spending has increased by
30.3 percent, benefit spending has in-
creased by 12.4 percent and non-
salary spending has increased by 75.2
percent for the group of audited school
districts. Books and equipment, spe-
cial needs tuition, extracurricular activ-
ities, maintenance and professional
development are included as non-
salary expenses. The largest increase
in spending in the audited districts was
in professional development, which
rose over 400 percent.

All of the districts have increased the
number of teachers significantly, ex-
cept for one community where the
number of teachers actually de-
creased. Despite increased enrollment
in many of the districts, most systems
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students more internationally competi-
tive by increasing the amount of in-
structional time. Although school  dis-
tricts have met the minimum state Time
& Learning requirement, few have ex-
ceeded this requirement. DOE requires
990 hours in school per year for middle
and high school students and 900
hours for elementary school students.

One popular assumption regarding
spending and student achievement is
that student achievement improves as
spending increases. Another common
belief is that since different achieve-
ment tests measure different areas, the
results should not be compared. Some
research suggests that demographic
factors such as income can predict
student achievement. The education
audit teams used correlation analysis
to assess the relationship of some of
these factors in the districts they re-
viewed. The correlation analysis mea-
sures how closely two sets of data are
related, or how they correlate. Most
experts agree that values greater than
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Designer Selection
Statute and Public
Advertisement
Ten taxpayers in the Town of Norwell
sought a preliminary injunction to halt a
school design project. The plaintiffs ar-
gued that the town had failed to com-
ply with the public notice provisions of
both the state’s designer selection
statute and the town’s own bylaws. On
appeal, the Supreme Judicial Court
ruled in LeClair v. Town of Norwell that
these violations were of a technical na-
ture, and the public interest would not
be served through the issuance of an
injunction.1

In May 1997, the annual town meeting
in the Town of Norwell appropriated
$100,000 for a feasibility study for con-
struction and renovation of its school
facilities. In June 1997, the Norwell
school committee advertised a request
for proposals (RFP) in the state’s cen-
tral register. Twenty-seven design firms
responded to the advertisement, and
representatives from 14 firms attended
an informational session.  In response
to an inquiry, the town amended the
RFP to permit the same firm selected
for the feasibility study to conduct the
design services. The town notified all
27 firms that had expressed interest in
the project. In October 1997, the town
selected Tappe’ Associates, Inc. to
perform the feasibility study. After an
independent firm employed by the
town reviewed the feasibility study fa-
vorably, the town decided to hire
Tappe’ to perform the design services
for school construction as well.

A resident of Norwell complained to
the Attorney General about the award
of the design services contract in ac-
cordance with M.G.L. Ch. 149 § 44H.
After a hearing, the Attorney General
decided to take no action.  Dissatisfied

with the result, 10 taxpayers filed suit in
superior court to void the design con-
tract.2 The plaintiffs alleged the town
had not complied with the notice provi-
sions of the designer selection statute3

and the town’s own public bidding re-
quirements.4 After the superior court
motion for a preliminary injunction was
denied, this matter came before the
Supreme Judicial Court on appeal.

The Supreme Judicial Court reviewed
the legislative history of the designer
selection statute enacted in 1980 in re-
sponse to recommendations of the
Ward Commission’s investigation of
corruption in public construction con-
tracts. The Legislature clearly set forth
advertising requirements in M.G.L. Ch.
7 § 38D. Yet, the Legislature also gave
some leeway to cities and towns, as
compared to the state, in the award of
design services contracts.  For exam-
ple, unlike state agencies and authori-
ties, municipalities were not required to
use a design selection board. At issue
for the Supreme Judicial Court was
whether cities and towns must strictly
comply with the public notice require-
ments.5

The plaintiffs in the Norwell case ar-
gued that the town violated the statute
by failing to advertise the contract for
design services. The town, however,
contended it was only legally required
to advertise the feasibility study con-
tract. The town attorney noted that al-
though the firm conducting the feasi-
bility study is usually ineligible to
perform the design services contract,6

municipalities are exempt from this
strict requirement. Subject to a favor-
able independent review, the designer
of the feasibility study for a city or town
is permitted to continue on and per-
form the design services project.7 The
Supreme Judicial Court ruled that this
carry-on provision, in light of the entire
designer statute, did not exempt mu-

nicipalities from the other statutory bid-
ding requirements. In the court’s view,
the Legislature intended that the de-
signer services contract be advertised.

The Supreme Judicial Court also
agreed with the plaintiffs that the town
had violated its own bylaws. Article VII
of the Norwell bylaws did not totally ex-
empt professional services contracts
from the public advertising require-
ment, as the town attorney had ar-
gued. Rather, in the court’s view, this
bylaw exempted professional services
contracts worth less than $10,000 from
the advertising requirement.

Having found statutory and bylaw vio-
lations, the court then examined
whether the public interest would be
benefited or hurt by an injunction. Ac-
cording to the court, the purpose of the
designer selection statute was to safe-
guard the integrity of the system while,
at the same time, assuring the quality
of the design services. In its analysis,
the court relied on its prior decisions
interpreting the capital projects statute
which was very similar to the designer
selection statute.8 In the court’s view,
the designer selection statute did not
expressly void a contract where there
was some technical violation of the
statute. The court found the designer
selection provisions to be directory but
not mandatory. Where the town acted
in good faith and the statute was not
intentionally violated, the court was re-
luctant to void the town’s contract with
the design firm. In addition, the public
interest could be harmed through the
issuance of a preliminary injunction. If
the town did not promptly award the
design contract, the town risked not
being included on the state’s priority
list for School Building Assistance
grant money.

LEGAL in Our Opinion

continued on page seven ➡
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What in the World is
Free Cash?
The first thing to remember about free
cash is that it is not free and it is not
cash, to quote a former Deputy Com-
missioner of the Division of Local Serv-
ices. The Bureau of Accounts (BOA)
defines free cash as the amount a
community has accumulated when ac-
tual revenue collections exceed the
budget estimates used when setting
the tax rate and/or actual expenditures
and encumbrances (committed funds
not yet expended) are less than appro-
priations. The Director of Accounts
certifies free cash based on the com-
munity’s balance sheet for the fiscal
year ending on June 30. Prepared by
the town accountant or city auditor, the
balance sheet is a statement of what a
community owns (assets), owes (liabil-
ities) and what is left (fund balances)
as of a given point in time. In addition
to the balance sheet, BOA requires
supplemental information such as
state and local estimated revenues vs.
actual revenues, prior year free cash
not appropriated, and unexpended or
unencumbered appropriations. BOA
deducts property tax and other receiv-
ables not fully deferred, illegal deficits,
overdrawn grant accounts and deficits
in other funds such as special revenue
funds or agency funds before certify-
ing the amount of free cash. Deficits in
other funds are deducted from the free
cash calculation because more was
spent than collected, creating an
implicit “loan” from the community’s
general fund.

A community may not appropriate free
cash until the BOA has certified the
amount available. Once certified, how-
ever, it can be appropriated by town
meeting or city council for any legal
spending purpose up until the follow-
ing June 30. If any free cash remains

FOCUS on Municipal Finance

at the close of the fiscal year, it cannot
be appropriated until a new balance
sheet has been submitted to the Bu-
reau of Accounts and free cash for the
next fiscal year is certified.

Figure 1 shows free cash totals state-
wide from FY1991 through FY1999.
Free cash is certified as of the July 1
start of the fiscal year, so that FY1991
free cash was certified as of July 1,
1990. FY1992 is the first year that re-
flects the recession of the early 1990s.
Positive free cash dropped 42 percent
from FY1991. FY1993 showed another
2.4 percent decline. The improving
economy began to manifest itself in
FY1994. Positive free cash increased
by 16.4 percent in FY1994, and by 24
percent in FY1995. FY1996 improved
by another 52.4 percent. The free cash
total stagnated in FY1997, increasing
by only 2.5 percent, then began im-
proving again. The FY1998 total in-
creased by 13 percent and for FY1999

it increased another 20.2 percent. The
FY1999 total is 73.3 percent higher
than the FY1991 total-inflation over that
period was only 20.1 percent.

Since free cash is a non-recurring rev-
enue source, good financial manage-
ment dictates that it should not be re-
lied on to fund operating budgets, but
rather should be used for one-time
purposes such as capital purchases or
appropriations to supplement the sta-
bilization fund. Figure 1 clearly demon-
strates that the availability of free cash
varies substantially with general eco-
nomic conditions.

Table 1 lists all 351 cities and towns
and shows their total budgets, the
amount of free cash certified and free
cash as a percentage of the total bud-
get for FY1998 and FY1999. In
FY1999, the percent of free cash com-
pared to total budget ranged from
Stockbridge at 51.66 percent positive

Figure 1
continued on page six ➡
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What in the World Is Free Cash?
➡ continued from page three

Audits Reveal Results of Ed Reform Spending
➡ continued from page one

clearly, preparing thoughtful school im-
provement plans and using evaluation
tools for both teachers and principals.

Successful school districts tend to ex-
hibit some shared characteristics. They
have strong and positive leadership,
clear direction that is communicated
well throughout the organization, and a
sense of purpose and drive. Clear com-
munication of goals through mission
statements, strategic plans with spe-
cific goals and objectives, and effective
methods of measuring progress and
holding managers accountable move
school districts forward. ■

1. 1998 MCAS Total Score (.01), 1998 Combined
Advanced & Proficient Scores (.03), 1998 SAT
score (.07) and 1997 10th Grade Iowa Percentile
rank (–.10).

free cash to Ashfield at 4.21 percent
negative free cash. There were 12
communities with free cash equal to
more than 20 percent of their total bud-
gets and another 47 with free cash of
10 to 20 percent. There were 119 com-
munities with free cash of between 5
and 10 percent of their total budgets.
The largest group fell between 3 and 4
percent. The statewide total free cash
as a percent of the statewide total bud-
get for FY1999 is 4.0 percent. It was
3.15 percent in FY1998.

Eight of the 10 communities with free
cash equaling the largest percentages
of total budgets are in Berkshire
County: Stockbridge (51.66), Mount
Washington (46.84), New Ashford
(32.37), Florida (27.33), Lenox (25.58),
Windsor (24.84), Hancock (22.59) and
Adams (21.78). The other two commu-
nities are Aquinnah (23.23) on Martha’s
Vineyard and Middlefield (22.09) in
Hampshire County. The eight commu-

nities with free cash equaling less than
one percent of their total budgets are
clustered in northern Massachusetts.
Three are in Essex County: Newbury-
port (0.7), North Andover (0.67) and
Essex (0.31).  Three are in northern
Worcester County: Lunenburg (0.98),
Templeton (0.89) and Lancaster (0.81).
The others are Maynard (0.59) and
Greenfield (0.31).

For FY1999, there were six communi-
ties with negative free cash, six less
than in the previous fiscal year. Five of
the six are cities. Three of those com-
munities had negative free cash bal-
ances of less than one percent. The
community with the highest negative
balance had negative free cash equal
to slightly more than four percent of its
total budget. Some communities do
not have their free cash certified, often
because they anticipate a negative
balance. For FY1999 there were nine
communities that did not have free

cash certified, up from five uncertified
communities in FY1998.

Prudent communities prepare conserv-
ative budgets to generate positive free
cash. They also pursue the collection
of unpaid real and personal property
taxes aggressively since unpaid taxes
are not only monies not collected, they
are also deducted when free cash is
calculated. Since higher free cash ra-
tios are one indicator of fiscal health, fi-
nancial services assigning bond rat-
ings to communities use the amount of
free cash as one measure of the com-
munity’s fiscal stability. A strong free
cash position could reduce borrowing
costs. Maintenance of an adequate
free cash level is not a luxury, but a
necessary component of sound local
fiscal management. ■

written by Jean McCarthy
data provided by Dora Brown
chart prepared by Michael Maguire

plus 0.85 show a very strong positive
relationship or correlation, while values
of less than minus 0.75 indicate a rela-
tively strong inverse relationship or cor-
relation. A value of zero indicates that
there is no correlation at all.

Comparing net school spending and
student test scores in audited districts
reveals that there is almost no relation-
ship. Correlation coefficients for net
school spending and four different test
score results yielded values between
minus 0.1 and plus 0.07.1 On the other
hand, there is a high correlation among
performance on different tests —
schools that score well on the Scholas-
tic Achievement Test (SAT) score simi-
larly on the Massachusetts Compre-
hensive Assessment System (MCAS).
Taking just one demographic factor,

1989 per capita income, and correlat-
ing that to the 1998 MCAS test scores
results in a correlation coefficient of
0.84 for the audited districts, suggest-
ing that per capita income plays a
fairly strong role in test score results.

The true measure of success is most
likely the degree to which a school dis-
trict performs better than expected
based on its demographic characteris-
tics. Among the audited school dis-
tricts that performed better than ex-
pected are North Reading, Auburn,
Braintree, East Longmeadow, Everett
and Worcester. Everett and Worcester
are two districts that appear to have
taken education reform very seriously
and implemented many of its provi-
sions, such as communicating goals
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Rating of Qualified
Bonds Improves
Moody’s Investors Service recently up-
graded the rating on the state general
obligation-qualified bond program to
Aa3 from A2, affecting $632.4 million
of outstanding debt. The enhancement
reflects the Commonwealth’s strong
credit rating as well as the strength of
the direct-pay arrangement authorized
by state statute. Under the Massachu-
setts Qualified Bond program the State
Treasurer pays the debt service di-
rectly from a community’s local aid, re-
inforcing the security of the bonds and
thereby reducing the cost of borrowing
for municipalities. Amesbury, Beverly,
Blackstone Millville Regional School
District, Brockton, Fall River, Haverhill,
Lawrence, Lowell, Revere and Spring-
field have all issued bonds under this
program.

FY2001 Growth
Factors
The Division of Local Services has pro-
vided preliminary FY2001 municipal
revenue growth factors (MRGF) to the
Department of Education (DOE) to be
used to calculate the amount of Chap-
ter 70 aid proposed in the Governor’s
budget (House 1A). Both Chapter 70
aid and the MRGFs may change as a
result of the legislative process. Based
on statute, the MRGFs are used to in-
crease the local municipal contribution
to support schools and the gross stan-
dard of effort used to measure ability
to pay under the Education Reform
Act. The law provides for a cap on the
MRGFs based on the annual percent
increase in formula aid for Chapter 70.
For FY2001, the factors were capped
at 4.72 percent.

The MRGF is an estimate of the per-
centage change in a municipality’s rev-
enue growth for a fiscal year. It repre-

sents the combined percentage in-
crease in the following revenue com-
ponents: automatic 21⁄ 2 percent in-
crease in the levy limit, estimated new
growth, the change in selected unre-
stricted state aid categories, and the
change in selected unrestricted local
receipts. The MRGF is the summary of
the change in the four components.

Detailed descriptions of the calculation
of every community’s preliminary
FY2001 MGRFs are available on the
DLS website, address on page 8, (see
MRGF2001.xls).To see a community’s
numbers, click on the “reports” menu
choice. A companion file provides
spreadsheets that give the calcula-
tions in column format for all 351
cities and towns (see MRGF2001.
spreadsheet.xls). For questions call
Lisa Juskiewicz or Rick Kingsley at
DLS.

Room Occupancy
Excise Alert
Communities that impose a local room
occupancy tax on hotels and motels
must notify the Commissioner of Rev-
enue when they vote to adopt that
local option.1 A copy of the town meet-
ing or city council vote specifying the
rate at which the local excise is to be
imposed and the effective date of the
local excise should be received by the
Commissioner at least 21 days before
the effective date for imposition of the
excise. The effective date is the first
day of the calendar quarter following
30 days after such acceptance, or the
first day of such later calendar quarter
as the city or town may designate.

Massachusetts General Laws autho-
rize any city or town to impose a local
excise on the transfer of occupancy of
any room or rooms in a bed and break-
fast establishment, hotel, lodging
house or motel located in that commu-
nity. State law imposes an excise at a

rate of 5.7 percent of the total amount
of rent for each such hotel/motel occu-
pancy. Each city or town may vote to
impose an additional surtax of up to
four percent of the total amount of rent
(up to 4.5 percent in Boston).2 To im-
pose the additional excise, a commu-
nity must first accept the provisions of
law. For towns, acceptance requires a
majority vote of town meeting. In cities,
a majority vote of the city council, or a
majority vote of town council in munici-
palities with a town council form of
governments, is required.

Although failure to notify the Commis-
sioner does not affect the effective
date of the excise, or excuse the oper-
ator from the obligation to collect the
excise, it obviously has an impact on
the Commissioner’s notification of local
hotel/motel operators. Despite lack of
such notice, hotel/motel owners could
still be subject to fines and interest for
failure to collect the excise. Also, in
one community the hotel owner re-
ceived a rebate of the amount col-
lected with notice that the town had not
adopted the hotel/motel excise be-
cause the Commissioner had no
record of the town’s adoption of the
local option. ■

1. 830 CMR 64G.3A.1.
2. MGL Ch. 64G, § 3, 3A.
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Designer Selection Statute
➡ continued from page two

In conclusion, the court refused to
issue the injunction since the public in-
terest would not be served. ■

written by James Crowley

1. 430 Mass. 328 (1999).
2. Pursuant to M.G.L. Ch. 40 § 53.
3. M.G.L. Ch. 7 § 38A1⁄2 –38O.
4. Article VII of the town bylaws.
5. M.G.L. Ch. 7 § 38D.
6. M.G.L. Ch. 7 § 38H(d).
7. M.G.L. Ch. 7 § 38H (I).
8. M.G.L. Ch. 7 § 40A et seq.
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Municipal Fiscal Calendar
April 1
Collector: Mail 2nd half semi-annual tax bills.

Mark Your Calendars — Opportunities for Training
Assessment Administration: Law, Procedures, Valuation (Course 101) will be of-
fered in Melville Hall (Room 201), Berkshire Community College in Pittsfield on
eight consecutive Wednesdays beginning April 5, from 7:00 p.m. to 10:00 p.m.

Assessment Administration: Law, Procedures, Valuation (Course 101) will be of-
fered at the Department of Revenue’s first floor conference room, 51 Sleeper
Street, Boston, on eight consecutive Tuesdays beginning April 11, from 7:00 p.m.
to 10:00 p.m.

Classification Training Workshops will be held in conjunction with Course 101 in
Room 201, Melville Hall, Berkshire Community College on Wednesday, May 3,
2000, and in the first floor conference room, 51 Sleeper Street in Boston on Tues-
day, May 9, 2000, from 7:00 p.m. to 8:30 p.m.

The New Officials Finance Forum will be given on Friday, June 2, 2000, at the Ra-
mada Inn, 624 Southbridge Street, Auburn from 8:45 a.m. to 3:00 p.m.

Contact Barbara LaVertue, Coordinator of Training, at (617) 626-2340 for more in-
formation. ■

Data Bank Highlight
The Municipal Data Bank website has
spreadsheets listing certified free cash
amounts as a percentage of the total
budget for all cities and towns from
FY1981. It also has spreadsheets for
the other two major reserve funds: sta-
bilization fund and overlay reserve.
One spreadsheet shows stabilization
fund balances as a percentage of the
total budget. The other shows overlay
reserve as a percentage of the tax
levy. These spreadsheets can be
downloaded from the website. The
Data Bank provides many other re-
ports containing financial and demo-
graphic information on Massachusetts
cities and towns. Most of these reports
are available on the website. Another
feature of the website, the Community
Report Builder, allows users to con-
struct reports online.

To obtain information from the Municipal Data Bank,
visit our website, listed below, or call Dora Brown or
Debbie DePerri at (617) 626-2300. For technical as-
sistance, contact Medi Ba at (617) 626-2355. ■


